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SUBJECT: 1998 Hi gher Education Omi bus Act

X DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of bill as amended June 10, 1998.
AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Educati on Code and Revenue and Taxation Code, this bill would make
numer ous changes to the CGol den State Schol arshare Trust Act.

This bill also woul d make changes to other provisions in the Educati on Code and
the Government Code. These changes do not affect the departnent and are not
di scussed in this anal ysis.

SUMVARY OF AMENDMENT

The August 17, 1998, anendnents renoved the Penal Code provisions.

The July 27, 1998, anendnents nade changes to the provisions in the Education
Code ot her than Schol arshare.

The July 20, 1998, anmendnents added the Revenue and Taxation Code provi sions.

The July 8, 1998, anendnents adopted anendnents proposed by the departnent to
nmodi fy definitions in the Education Code to refer to the federal definition

The June 10, 1998, May 26, 1998, and April 30, 1998, anendnents nmade changes to
the provisions in the Education Code (other than Schol arshare), Governnent Code
and the Penal Code.

EFFECTI VE DATE

This bill provides for an appropriation and, therefore, would be effective upon
enact ment .
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SPECI FI C FI NDI NGS

Under the Education Code, existing state |aw provides the Golden State

Schol arshare Trust Act (Schol arshare). Under Schol arshare, the California
Student Aid Conm ssion may enter into agreements with participants for the
advance paynent of qualified higher education expenses for a beneficiary to
attend an institution of higher education. Under Schol arshare, the trust is
required to provide an annual listing to the departnment of all Schol arshare
di stributions.

Under the Personal Incone Tax Law and the Bank and Corporation Tax Law, existing
state |l aw provides an exclusion fromgross incone for any interest accruing on a
Schol arshare account during the taxable year.

This bill, under the Education Code, would nake the follow ng technical changes
t o Schol ar shar e:

1. Elimnate the maxi mum annual contribution limtation provision. The bill would
mai ntain the existing overall maxi muminvestnent |evel for each beneficiary.

2. Provide that, in addition to interest, no contributions may be pl edged as
coll ateral for any |oan

3. Include a provision regarding a nore than de mninus penalty in the event of
cancellation. An existing code section provides a nore than de m ninus penalty
in the case of cancellation.

4. Provide that the bal ance of a participant's account shall be paid to the
participant if the beneficiary graduates and has no intention of further
at t endance.

5. Changes the date by which the Student Aid Conm ssion nust submit an annual
report of the trust.

6. Replaces the incorrect phrase "admnistration refund levied" with the correct
phrase "penalties inposed” in the requirenent to provide a listing to the
Franchi se Tax Board.

7. Replaces the incorrect term"paynents" with the correct term"contributions."

8. For definitions that are contai ned both within state and federal |aw, the bil
woul d replace the state definition with a reference to the federal definition
Because the Revenue and Taxation Code Schol arshare incone exclusion provisions
reference those definitions in the Educati on Code, the change woul d ensure
equi val ent tax treatnent under both federal and state | aw

Under the Bank and Corporation Tax Law, this bill would include state or |ocal
government agencies in the types of entities fromwhich a contribution to a

Schol arshare account nust be included in the owner's or enployee's gross incone
in the year the contribution is made. This bill also would technically correct a
code section reference.
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| npl ement ati on Consi deration

I mpl ementing this bill would not significantly inpact the departnment’s
prograns and operations.

Techni cal Consi derati on

Because the Schol arshare tax exclusion is contained in both the Personal
I ncone Tax Law and the Bank and Corporation Tax Law, the changes nade by

this bill should be nmade in both aws. Anmendnment 1 would include these
changes in the Personal Inconme Tax Law. This anmendnent al so provides
instructions to the Legislative Counsel's office to double-join this bill to

AB 1613, which al so proposes to anend the Schol arshare Revenue and Taxation
Code provi sions.

FI SCAL | MPACT

This bill would not inpact the state's incone tax revenue or the departnment's
current programs or practices.
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FRANCH SE TAX BOARD S
PROPOSED AMENDMVENTS TO AB 2812
As Anended August 17, 1998

AVENDVENT 1
On page 33, line 4, after "SEC. 31." insert:
Section 17140 of the Revenue and Taxati on Code is anended to read:

17140. (a) For purposes of this section, the follow ng terns have the
foll ow ng neani ngs as provided in the Golden State Schol arshare Trust Act {(Art—
19 (conmencing—w-th-Seetion—69980)—Ch—2,—Pt—42—FEd—C) (Article 19
(commencing with Section 69980) of Chapter 2 of Part 42 of the Education Code):

(1) "Beneficiary" has the meaning set forth in subdivision (c) of Section
69980 of the Education Code.

(2) "Benefit" has the neaning set forth in subdivision (d) of Section 69980
of the Education Code.

(3) "Participant" has the meaning set forth in subdivision (h) of Section
69980 of the Education Code.

(4) "Participation agreenent” has the nmeaning set forth in subdivision (i)
of Section 69980 of the Education Code.

(5) "Scholarshare trust" has the neaning set forth in subdivision (f) of
Section 69980 of the Educati on Code.

(b) Except as otherw se provided in subdivision (c), gross incone of a
beneficiary or a participant does not include any of the foll ow ng:

(1) Any distribution or earnings under a Schol arshare trust participation
agreenent, as provided in Article 19 (comencing with Section 69980) of Chapter 2
of Part 42 of the Educati on Code.

(2) Contributions to the Schol arshare trust on behalf of a beneficiary shal
not be includable as gross incone of that beneficiary.

(c) (1) Any distribution under a Schol arshare trust participation agreenent
shall be includable in the gross income of the distributee in the manner as
provi ded under Section 72 of the Internal Revenue Code, as nodified by Section
17085, to the extent not excluded from gross inconme under any other provision of
this part. For purposes of applying Section 72 of the Internal Revenue Code, the
foll owi ng apply:

(A) Al Schol arshare trust accounts of which an individual is a beneficiary
shall be treated as one account, except as otherw se provided.

(B) All distributions during a taxable year shall be treated as one
di stribution.

(C The value of the participation agreenent, incone on the participation
agreenent, and investment in the participation agreenent shall be conputed as of
the close of the cal endar year in which the taxable year begins.

(2) Acontribution by a for-profit or nonprofit entity, or by a state or
| ocal governnent agency, for the benefit of an owner or enployee of that entity
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or a beneficiary whomthe owner or enpl oyee has the power to designate, including
the owner or enployee's minor children, shall be included in the gross incone of
that owner or enployee in the year the contribution is nmade.

(3) For purposes of this subdivision, "distribution” includes any benefit
furnished to a beneficiary under a participation agreenment, as provided in
Article 19 (comencing with Section 69980) of Chapter 2 of Part 42 of the
Educati on Code.

(4) (A) Paragraph (1) shall not apply to that portion of any distribution
that, wthin 60 days of distribution, is transferred to the credit of another
beneficiary under the Schol arshare trust who is a "nenber of the famly," as that
termis used in Section 2032A(e) (2) of the Internal Revenue Code, of the fornmer
beneficiary of that Schol arshare trust.

(B) Any change in the beneficiary of an interest in the Schol arshare trust
shall not be treated as a distribution for purposes of paragraph (1) if the new
beneficiary is a "nmenber of the famly," as that termis used in Section
2032A(e) (2) of the Internal Revenue Code, of the forner beneficiary of that
Schol arshare trust.

(d) For purposes of determ ning adjusted gross incone, Section 62 (a)(9) of
the I nternal Revenue Code shall not apply to any amount forfeited upon
di stribution of an account created pursuant to a participation agreement.

SEC. 32.

@opad eg. Counsel : Pl ease renunber remaining bill sections. ALSO
PLEASE DOUBLE-JO N THI' S BILL TO AB 1613.



